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SUBJECT: GETULIO VARGAS FOUNDATION VIEWS ECONOMIC OUTLOOK 

1. SUMMARY: RIO CONSUL GENERAL AND E/C SECTION CHIEF 
DISCUSSED SHORT-TERM OUTLOOK WITH SENIOR GETULIO VARGAS 
FOUNDATION (GVF) DIRECTORS CARLOS LANGONI AND JULIAN 
CHACEL ON FEBRUARY 15. NOW-COMPLETE 1977 GDP FIGURES 

(TO BE PUBLISHED IN NEXT FEW WEEKS) SUGGEST COOLING-OEF 
ACTIONS BY GOB HAVE HAD MUCH STRONGER IMPACT THAN PREVIOUSLY 
BELIEVED. LIMITED PAYOUT IN INFLATION CONTROL, WHILE 
EXPLAINABLE IN TERMS OF LAG EFFECTS, REPRESENTS DISAPPOINT- 
MENT AND, WORSE, POTENTIAL SOCIAL PROBLEM. DESPITE SUCH 
PRESSURES TO RESUME "NORMAL" GROWTH, BOTH ECONOMISTS 
EXPECT SIMONSEN TO CONTINUE TO GIVE ANTI-INFLATION FIGHT 
THE HIGHEST PRIORITY. BOTH WERE OUTSPOKEN IN CRITICIZING 
PROTECTIONIST IMPORT POLICY AS RESPONSIBLE FOR NUMEROUS 
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DISTORLIONS AND INELATIONARY PRESSURES. "ACROSS THE 
ECONOMY THERE ARE THOUSANDS OF BOTTLENECKS" CAUSED BY 
IMPORT CONTROLS. END SUMMARY. 

2. LANGONI (DIRECTOR OE GVE ECONOMICS GRADUATE SCHOOL) 

AND CHACEL (DIRECTOR OF RESEARCH BRANCH OF GVF) LUNCHED ON 
FEBRUARY 15 WITH CONSUL GENERAL DEXTER AND E/C SECTION 
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CHIEF, DISCUSSING CURRENT SITUATION AND RECENT ECONOMIC 
AND PLOITICAL DEVELOPMENTS. ASKED ABOUT THEIR INCLUSION 
IN VARIOUS LISTS OF POTENTIAL MINISTERS IN A FIGUEIREDO 
CABINET, BOTH DENIED ANY SUCH AMBITIONS - THOUGH CHACEL 
WAS MORE CONVINCING THAN LANGONI. IN FACT, LANGONI NOTED 
THAT HE IS ASSOCIATED WITH A NEW PROIECT SIMILAR TO CONCLAP 
IV (SEE RIO 5330), WHICH WE ASSUME WILL KEEP HIS NAME IN 
LIGHTS. THE NEW VEHICLE IS THE BIENNIAL CONGRESS IN JULY, 

1977, OF THE BRAZILIAN EXPORTERS' ASSOCIATION (ABE), AND 
LANGONI IS IN CHARGE OF PREPARING POSITION PAPERS AND OTHER 
DOCUMENTATION (AS HE WAS FOR CONCLAP). REGIONAL PREPARATORY 
MEETINGS WILL KICK OFF IN APRIL, AND LANGONI EXPECTS THAT 
"ALL THE BASIC ASSUMPTIONS" UNDERLYING PRESENT POLICY WILL 
BE OPEN TO EXAMINATION. HE NOTED THAT THIS WILL EXTEND TO 
EXCHANGE RATE POLICY AND THE OVERALL COMMITMENT TO EXPORT- 
LED GROWTH, ACKNOWLEDGING THAT THE CONTINUING VALIDITY OF 
THE LATTER HAS AGAIN BEEN QUESTIONED IN SOME CIRCLES (I.E., 

IPEA, ACCORDING TO PRESS REPORTS). HE AGREED THAT THE TIMING 
OF THE CONGRESS WAS OPPORTUNE IN TERMS OF THE ADVENT OF 
A NEW ADMINISTRATION - 

THOUGH BOTH HE AND CHACEL WERE FIRM IN STATING THAT PRESENT 
POLICIES WILL CONTINUE OVER NEXT TWO-THREE YEARS (WITH 
POSSIBLE EXCEPTION OF AGRICULTURE, WHERE RE-EMPHASIS IS 
BEING STRONGLY PUSHED). 

3. ASKED WHETHER PREVIOUSLY-PUBLISHED ESTIMATES OF 1977 
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PERFORMANCE (BASED ON 1 1 -MONTH DATA) WOULD NOT BE MODIFIED 
CONSIDERABLY BY DECEMBER RESULTS (INCLUDING UPTURN IN 
AUTO INDUSTRY), CHACEL SAID "YES - BUT NOT IN THE DIRECTION 
YOU EXPECT." DATA HAVE JUST BEEN ASSEMBLED BY GVF (AND 
APPROVED BY IBGE - AS HIGHEST STATISTICAL AUTHORITY IN 
BRAZIL) FOR FULL YEAR, AND SHOW LOWER GDP GROWTH THAN 
PREVIOUSLY ESTIMATED. INSTEAD OF 5.0 PERCENT OVERALL GROWTH, 
THE AMOUNT IS ONLY 4.7 PECENT; MORE STRIKINGLY, INDUSTRIAL 
OUTPUT DID NOT GAIN 2.9 PERCENT AS EARLIER THOUGHT, BUT ONLY 
2.3. PECENT TO BE SURE, CHACEL SAID, PART OF THE PROBLEM IS 
THAT THE INDUSTRIAL INDEX WAS DESIGNED IN 1970, AND THE IN- 
DUSTRIAL STRUCTURE HAS EVOLVED CONSIDERABLY SINCE THEN. IN 
PARTICULAR, THE INDEX DOES A LESS-THAN-SATISFACTORY JOB OF 
PORTRAYING CAPITAL-GOODS OUTPUT. NONETHELESS, HE CALLED 
THIS GROWTH "DISAPPOINTING" AND SAID THAT BRAZIL REALLY COULD 
NOT AFFORD TWO YEARS AT SUCH LOW GROWTH. HE SAID THIS GDP 
DATA WOULD BE PUBLISHED IN FEBRUARY CONJUNTURA ECONOMICA, 
PROBABLY REACHING SUBSCRIBERS IN EARLY MARCH. WHETHER ANY 
GOB OFFICIAL WOULD MENTION THEM EARLIER WAS UNCERTAIN. 

4. ASKED IF BRAZIL WERE NOT, IN FACT, HEADING FIRMLY 

INTO A SECOND SLOW-GROWTH YEAR, CHACEL AGREED AND SAID 
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THAT THE GOB'S ANTI-INFLATION COMMITMENT WAS ABSOLUTE. 

THIS DID HAVE TROUBLESOME IMPLICATIONS FOR UNEMPLOYMENT, 
AND THE PAYOUT IN TERMS OF LOWER INFLATION WAS LIMITED 
THUS FAR. WHEN WE NOTED AN EXPECTATION OF A LAG BETWEEN 
SLOW GROWTH AND A REDUCTION OF INFLATION, LANGONI SAID 
THEIR RESEARCH HAD SUGGESTED I I-I2 MONTHS IN BRAZIL'S 
RECENT HISTORY - BUT THAT PRESENT SLOW GROWTH DIDN'T 
LEAVE ONE WITH A COMFORTABLE WILLINGNESS TO AWAIT RESULTS. 

5. DISCUSSING THE REASONS FOR SUCH BALKY INFLATION, BOTH 
ECONOMISTS AGREED IN BLAMING IN PART BRAZIL'S PROTECTIONIST 
IMPORT POLICIES. THE INTENSE EFFORT TO CORRECT FOR THE 
POST- 1 973 PAYMENTS IMBALANCES HAD LED TO SEVERE DISTORTIONS: 
"ACROSS THE ECONOMY, THERE ARE THOUSANDS OF BOTTLENECKS," 
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THESE COULD BE READILY ELIMINATED BY A FREER PLAY OF 
ECONOMIC FORCES AND MORE UNINHIBITED ACCESS TO THE WORLD 
MARKET. ADMITTEDLY, THE INFLATIONARY EFFECT OF IMPORT 
BARRIERS WAS SOMEWHAT OFFSET BY THE CUMULATIVE PRIOR 
DEPOSITS; THIS MONETARY-POLICY ELEGANCE DID NOT, HOWEVER, 
COMPENSATE FOR THE DISTORTIONS SPREAD THROUGHOUT THE 
ECONOMY. BALANCE OF PAYMENTS CONSIDERATIONS WERE NOT 
ONLY HAMPERING IMPORTS BUT ALSO REDUCING TECHNOLOGY 
TRANSFER. ASKED IF HE WERE THINKING OF THE RECENT CDI 
PROHIBITION OF CERTAIN ROYALTY PAYMENTS (ON WHICH WE HAVE 
AN AIRGRAM IN PREPARATION), CHACEL AGREED. HE ALSO 
CONFIRMED THAT THE RECENT DECISION ON MINICOMPUTER 
PRODUCTION, BLOCKING FOREIGN INVESTMENT IN THIS AREA 
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(SEE RIO 5907), WAS OF CONCERN. WHEN WE RECALLED PRESS 
REPORTS OP "NATIONAL SECURITY" CONSIDERATIONS IN THAT 
DECISION, THEY SAID THEY PAILED TO UNDERSTAND SUCH A 
RATIONALE: ONE COULD CITE SUCH REASONS FOR ANYTHING 
AND EVERYTHING. 

6. BOTH GVP DIRECTORS SEEMED DISCOURAGED ABOUT THE 
DIRECTION OF BRAZILIAN DEVELOPMENTS. CHACEL NOTED HIS 
CONCLUSION THAT THE HEYDAY OP THE TECHNOCRAT IN GOB 
POLICYMAKING APPEARED TO BE WANING, AND PREDICATED THAT THE 
UPCOMING BATCH OF SENIOR OFPICIALS WOULD BE "ENTIRELY 
POLITICIANS" A LA ANTONIO CARLOS MAGALHAES. LANGONI AGREED. 
THEY ALSO CITED DRT .FJM NETTO'S PUBLICIZED CONCLUSION THAT "ONE 
MUST MAKE POLITICS." SPEAKING OF DRT .FJM, BOTH CONCLUDED 
THAT HE HAS AN INCREASINGLY-GOOD CHANCE AT THE GOVERNOR- 
SHIP. "WHEN HE CAME BACK IN DECEMBER, HIS CHANCES WEREN'T 
GOOD," BUT THINGS HAD GONE EXCEEDINGLY WELL IN RECENT WEEKS. 
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JUST AS DF.I.FJM WAS A TECHNOCRAT SUCCESSFULLY TURNING 
"POLITICIAN," SIMONSEN HAS ALSO PROSPERED AND NOW IS 
HIGHLY LIKELY TO CONTINUE IN THE NEW ADMINISTRATION. 

DEXTER 
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